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Goal: The goal of the Operational Review Task Force is to find cost savings and to assure the
taxpayers that the Commonwealth is doing everything in its power to reduce its costs. The
Banking Services Operational Review Team is charged with four goals:

o Determine the total spend at the state level.

e Suggest a set of “best practices” to employ to reduce costs.

e Recommend a reasonable level of consumption and/or price that could be achieved if the

best practices recommended are implemented.
e Recommend a reasonable level of cost savings that could be achieved.

Scope of Analysis: The scope of Treasury’s analysis is to look at cash flows and related
activities through the state’s banking network. The analysis included a review of procurement,
bank products, payment and receipt mechanisms, and the maximization of investment monies as
outlined below.

Total Spend: The total cost of banking services from all banks in FY10 is $3,775,179. This
cost is paid for in both compensating balances and direct dollar payments. Attached is a
breakdown of bank service fees from FY 2006 to FY 2010. (See Exhibit A) Changes in bank
service costs are driven by changes in volume, price increases/decreases, and changes in the way
in which services are used. For instance, the cost of electronic payments at $.08 per payment is
one half the bank charge for processing a paper checks at $.15 per check. Therefore, as less
expensive cash management products are developed and made available for agency use, the cost
of banking is reduced. In a number of instances, the efficient use of a banking service can
produce a decrease in agency operating expenses in addition to a reduction in banking costs. For
instance, this shift from paper checks to electronic payments has an even larger impact on
Treasury as the direct cost to Treasury to produce and mail a paper check is $.73 per check and
reducing the number of checks processed reduces Treasury’s operating costs.

Best Practices: The following is a listing of best practices used to manage cash flows and
banking costs:

e Payment of Bank Services Costs: The cost of bank services is paid through a
combination of direct payments and compensating balances. Banks reduce the fees
charged to state bank accounts with an earnings allowance rate to somewhat offset bank
fees charged based on balances held in these accounts (compensating balances). The
earnings allowance rate is a percentage of the compensating balances held in the bank
account. The current earnings allowance rate is from .4% to .75% of balances held in the
bank. A best practice followed by Treasury is to monitor the earnings allowance given




for balances held in the bank versus the rate that can be earned by the investment of those
balances. The short-term portfolio interest rate on investments for FY 2009 was 2.80%
and for FY 2010 was .92%. If the investment rate is higher than the earnings allowance
rate, it is better to pay for bank service costs in direct fees, thereby freeing up account
balances to invest. Treasury has maximized the investment interest by seeking an
appropriation to pay for bank service costs.

Contracting of Bank Service Costs: Treasury issues Requests for Proposals for banking
services. This allows for competitive negotiation of banking services and fee schedules
and the selection of a bank to provide the service at a reasonable cost. Treasury follows
this best practice and then monitors the fees charged by the banks on a monthly basis to
ensure contract prices are adhered to.

Daily Concentration of Deposits: A best practice is to accelerate deposits to
concentration bank accounts where the funds can be used immediately to satisfy
obligations of the state or invest. Treasury uses a deposit concentration methodology to
sweep funds from regional banks to concentration banks daily. This process reduces float
and speeds up the use of funds. On a daily basis, Treasury determines the amount of
funds in the concentration banks that are needed to satisfy obligations and invests the
remainder.

Migration to Electronic Payments: Electronic payments significantly reduce processing
costs versus the cost of issuing paper checks. A best practice is to maximize the use of
electronic payments in order to reduce bank fees and enhance processing efficiencies.
Over the last 8 years, Treasury and other agencies responsible for disbursement
processing have increased the use of electronic payments and reduced checks processed
from 10.9 million to 3.3 million. As of June, 2010, 15.3 million payments were made
electronically or 82.55% of all payments. (See Exhibits B and C)

Strategic Use of Credit Card Receipts: Many state agencies accept credit cards as
payment for obligations due the Commonwealth. Agencies must pay fees to accept credit
cards, but each agency compares the cost of the fees versus the number of man hours that
they save. Acceptance of credit card payments is essential for agencies that allow
Internet payments. As a best practice, Treasury procures a statewide credit card
processor that all state agencies and local governments can use. (See Exhibit D)

Receipts of Money Due the Commonwealth: Speeding up the collection of moneys due
the Commonwealth is a best practice. Receiving funds electronically through the
Automated Clearing House (ACH) Network is the preferred method of receiving normal
type recurring payments. For large dollar transactions, the Fed Wire System network is
used to receive funds on a same-day basis. Where electronic receipts are not feasible,
Treasury strongly encourages agencies to deposit checks using Remote Deposit Capture
(RDC) in order to facilitate later deposit cutoffs and, in many cases, decrease float on
deposited checks. In RDC, checks are scanned and transmitted to the depositing bank
electronically. For agencies that receive a large volume of checks, Image Cash Letter (a
high speed variation of RDC) is encouraged. For agencies that receive a large volume of




checks that require special handling and reporting, customized lockboxes are established
with banks. Lockboxes have been established at banks for the State Corporation
Commission, Virginia Retirement System, Virginia Lottery, State Bar, Department of
Health Professions and the Department of Professional and Occupational Regulation. In-
house lockboxes are set up at the Department of Motor Vehicles, Department of Social
Services and Department of Taxation.

Price Reductions: Based on Treasury’s competitive negotiation of banking services tied to the
volume of business, Treasury has achieved very competitive prices for cash management and
banking services. It is believed that any further price reductions would be tied to changes in the
way in which services are used. For instance, the cost of electronic payments is much less than
the cost of paper checks. Therefore, further increases in electronic payments would reduce the
number of checks issued and result in cost reductions as noted below in the Potential Cost
Savings analysis.

Potential Cost Savings: The following are potential cost savings initiatives or
recommendations:

Increase in Use of Electronic Payments: Of the 18.6 million payments Treasury made in
FY 2010, 15.3 million or 82.55% were made electronically. This leaves 3.2 million
payments made by checks. (See Exhibit C). The percentage of electronic payments is
broken down for payment categories as follows: VEC (99.65%); Payroll (95.94%); VRS
(93.20%); Social Services (90.77%); Tax Refunds (47.48%); and General Warrants
(47%). Treasury believes that some further progress can be made in switching from
paper to electronic payments. However, to increase the use of electronic payments
further may require an explicit mandate through an Executive Order or additional
language in the Appropriation Act.

» Almost 100% of VEC payments are made by direct deposit or through pay cards
as they mandate electronic payments. The few checks written are interim
payments until the recipient can be set up on the system.

» Payroll checks include payments for garnishments, bankruptcy, child support,
taxes, payday vendors and other consumer focused businesses. Only 28% of the
109,774 checks written annually are actually issued to employees (30,736
checks). The state has made great progress in processing 95.94% of payroll
payments electronically. Some progress can be made on these working with
agencies that have a higher percentage of check payments.

» VRS electronic retirement payments are at 93.20%, but there are still 124,386
check payments annually. Some progress can be made on these working in
conjunction with VRS and its retirees.



» Social Service electronic payments are at 90.77%, but there are still 405,921
check payments annually. Some progress can be made on these working in
conjunction with Social Services and its recipients.

» Tax Refund electronic payments are at 47.48%, but there are still 1,478,940 check
payments annually. Receipt of tax refunds by citizens is voluntary, dependent
upon their choice of payment, whether they are electronic filers, and whether they
have bank accounts. Taxation is pushing electronic filing of state returns, which
in most cases result in filers asking for their funds electronically. Electronic filers
are told their refunds typically take a week, while paper filers are told that it will
typically take 30 days to process their return before they will receive their refund.

» General Warrant electronic payments are at 47%, and there are 1.1 million check
payments annually for vendor payments and other obligations of the state.
Language is provided in the Appropriations Act that permits the State
Comptroller to mandate that any recipient of six or more checks annually be
converted to electronic payments. There are over 21,000 vendors that fall into
this category, representing over 700,000 checks that can be converted to
electronic payments. The Department of Accounts is making an effort to convert
these payments to electronic payments, but currently because of scarce resources
is targeting only payees receiving more than 300 payments annually. In order to
make further progress with general warrant electronic payments, the Department
of Accounts would have to develop a timetable to increase the payments made
electronically and be provided additional resources it would need to do so. As an
alternative, the Department of Accounts is examining the feasibility of
outsourcing appropriate components of the process needed to convert general
warrant disbursements from check to electronic payments.

Increase in Use of Electronic Receipts: Electronic collection of funds through the
Automated Clearing House (ACH) is less expensive than processing checks for deposit.
Further efforts to increase the collection of funds through the ACH network will reduce
banking costs and decrease the float time of processing a paper check deposit.

The cost of depositing a check can vary widely based on where the check is deposited
(branch, cash vault, processing center, lockbox, etc.), how the check is prepared (encoded
or not), the drawer bank, and how the deposit is prepared (cash letter or regular deposit).
Volume also has a bearing with higher volume deposits receiving a lower bank fee. On
average, the cost of depositing a paper check is about $.05 per check.

The cost of processing a check electronically can vary based on whether we are using an
ACH debit to draw funds from a client bank account or if the client is crediting the state
using an ACH credit. Volume also has a bearing with higher volume electronic deposits
receiving a lower bank fee. On average, the cost of depositing funds electronically is
about $.04 per item.



Two examples of electronic collections are the Department of Taxation (Tax) and the
Department of Motor Vehicles (DMV). In FY 2010, 76% of tax dollars were collected
electronically, representing 43% of all transactions. In FY 2010, 71% of DMV
collections were collected electronically using either ACH or credit cards, representing
40% of all transactions. Progress in electronic collections in both the DMV and Tax as
well as other agencies that collect moneys can be enhanced to accelerate receipt of funds
and make for a more efficient operation.

Attachments



VMU

ETAOT]IE
SIS
BIMIUL jo ey
LEdd

AR a2 TONRIUaIte ™ o] AT =20 p] @

P 6E0ES £9ETH 120 060°EE 0007 VAL TVISLI
ERCTREES OET'6H LETEERES £007 VIR TVISLI
CTLTLETS FOCETS ICTT9EFS 8007 IVAX TVISLI
AT PLBTE 6o AT RS 6007 IvAL TV ISLI
BLTCLLES TS L7h BEWIFLES 010Z AVAX TVISLI
TVi0L Sueq [euolsay] # SIE WOT)RINTEIT0]) puads; TeLo T JUaMARUELY 5B

0TOT Ad - 900T A4 5450.) 9JIAlag UL H
0TOT 'TT 1290430
AINSVAAL HHL 40 INANLEVLATd




RN LL AN |

BLETIET'E | 0GEES BZO'BETE | - FLOGOT | FOB'BI 126°G0F | 9BEREL | ORE'8LP'L| £0Z°001°1)  0TOT
0L9°L3TF | ££27168 Lee 9er's | - FOFFCL LLL'TE BBZOLY | T90'PET | BCSOESTT| BICER0'T) 6001
PLEPCR'C | 6C9°CEFT | CILBIFY | - £F16T | 6FT19 0L0°CE8 | FOO'CET | £6F'9L9°1| 92C71GET)  800T
0LE'C0BL | GOB'ESH T | G9L72CE™S | - LODTTEE | £2L°GRO'T| POF'GLE'T| £60°6FT | BLOTZLT| 91170601  LOOT
EP1FEGE | 629°8BSKE T | 02CGELL ) - CPCE8E | CCO'ERE'T| OIBZEFT| 9¥C'BCT | PPETELT| OZ9°6E1° 1) 9007
COP966'8 | CILWIFL | OPLTLSL | - LFZEFF | GEE'0LF'T| 6BL'CICTE| 821891 | 06L°9FLT| 1GZ'12E'L) 00T
99F"9C0T0L | LGB'OSH T | 6098668 | LGH] 1GEGEY | O16'BLZZ| 6BO'ESC'Z| [G0'EBT | £9L79T8L| BLEFSCT'L)  +00T
SCLULERTOL | 9L9°BPCTT | LLO'EKE'E | LPE'Y L69°G1C | LLB'CER'T| £BB'OI9T| BEF' 161 | £L67986°T | B9B'LCT'L £007
SNBUMI0(] | SN0 S3a1]) xe] 1en) | [oaieg OHA 53IIAIAG SHA spungay] | JUeLIEZpy meax
[elo] | sEunimey 10l [ero0g Xe] [eIauan

0T0L-£00g

SAd TASSHIOUd SHOAHD 40 YHHINIIN

0107 ‘T

Iaq03a()

AMNSVHAL 4HL 40 INFINLIVdAT




1

23A FYI IE IDUEULS JO J03341q 355y ‘AajieH Apuld ta3a
Iwnjon 224s sapnpul lA3)|y 3u3|en Wodj paulelgo Mo
S}pa4d Add ‘s1shjeuy wodd - 550 ‘punjay xel ‘sun ‘Jjoshed

e)eq] Jo anunos

Il 8'BL %STE8 6Lp 29791 SBr'aTZ'6l LBE'OER'E BZO'BET'E 780°928°7T LSP'8L6°ST
7:80°66 9:59°66 BSLLOP'E 00L'F0b"S TLLTE ro8'sl L86'SEY'E 968°98€°S
3L b Yol L 9P T98°088°T 658'590°7 BIEEr0T E0Z°00T°T £S5 TER 959596
75168 YoLL 06 ZEPTRE'Y PEL'GOE 'Y BRT9LY 12650 FPT'STEE £T8'E66°E
HEE'ER VB LY 9EB'908Z 79L'ST8T ¥S5°065°T 0v6'BLY'T 78T9TTT 7TB'9EE’T
e V0T €6 SL0°559°T T0L'8Z8'T 790°pEL 98E'PTL £T0°TES'T STE'FOLT
Y0E 6 b6 56 9TrR0L'T GZLTOLT PO ST rLL60T TT0rSST 556°T65T
6002 Ad 0T0Z Ad 6007 Ad 0T0Z Ad 6007 Ad 0T0Z Ad 6007 Ad 0TO0Z Ad
JINOYLIIT % TvLOL SHIIHD SLNINAYC JINOYLIITI

RN LY |

sjuaWwAed }a3yd sa U033
o107 ‘T 1290330
AANSVAAL AHL A0 INHINLYVdAT

0T0Z 2unf -600Z AInr 5,103 |e10L

uolssiwwod Juawiojdwg va

JUBMEN [BJBUSD

$3J1A3S [EPOS

punjay xey

A3}5EIN SHA

[joaked




shUAES, |810] paziEnULy
shUARS YUOW

FlE2S'PaT'TE
Lo ragetelel

ajed O-20 18 sasusdxg Bay
01, s2suad=g Bay

ES RIS TR O
91 06T 6ES'SE

W66 | 20460, 2l Bag

WLl 0l 21y Bay

029'066'Z2E% =ydi@0al g, unride

oL

G5 B5E'D SUOIESURL|

GRS 9R2'2E FEEENEEEE
{BO0z) achyyuer

SETM

R ] FUOOESURI]

S19'5Te'ES azuadzg
{E00Z) Adhgruer

)

LRI 0CF'S FUOOESURI]

PRO'GES'SE azuadzg

(DLOT) Unrdew

uonaesuen 1ad 502 any

0 Mo

%lf | 96t LEC'E LS 25z art'0Z0' 196% L96'S15E L
%26 | 9zE'CLE 1S LS 625 LvS'968 Z60'GET |
%S0T 291 2rE 1 27 95% 612'802'59% 8286911
%a0T TIELFE 1S 09 E5E cer'eec'0gs £ar LT L
%E0T oso'9le’ 1 9c55E £92'£80'658 ZFE 180"
% L6 | ke L50'EE AT IS SIE'CaF'ES LS SS5'68T |
U6 | 6r5'699' 15 0g LA L0s' 0Fe'se% Z09'S6 L' L
% 0T BOE'FZE 1S 05 95% toc'0se'09g ZI0'EI0' L
%6 | 005" L1E' 1 96945 £99'022'08% vEDGL |
%66 | SSt'E0C 1S 9979 7z.'6e0'598 8ct 4v0' L
%00'T vas'Lzz' 1b FI= CA6'826'098 £90'a50' L
%I0T BLT'OTL 1S YL 12L'ees's5s 9F L'596
%06 | CLE'E0C'TE AN 65C 965 1T 1§ 95£'540'1
21ty 28213 @ﬂ—.@a_xm =Y @ﬂ-ﬂ@:.ﬂ. siejeq S22y
%L0T 866" LT 0TS £999% Z01'zza' oo’ 1 L96'EZ LS
%007 £04'480'2% YA OFZ'ZZF #0LE SGEFER |
%kl gze'oec' 15 25 gr.'8ec'S98 £597ZC b
%01E 99.'6.8" 15 L2 LGE £29'789'59¢% EFLOLE L
%60'T 861 228" 1% 05 05% 2:2'7Ep'Ea8 La0'asz' |
%iB ) £00's5F' T8 £606% SIZ'0EE'FE LS TE50LE' |
%00 18c'9 18 1E £Z 69% 125 9FE' 065 Z8LTIE L
%Z0T 292 7LE" 18 G1'95% Z6C'arE 198 2900121
% L6 | ATVE0E 1 AN £e2'055'968 BTE'ELE' L
%L0T TFSLPE 1S 09 65% FES'CL LTS 266901
W0 T 206'69E' 1S oot tri'5es'Bot 99F'0LE' |
%Z0T 99Z'6L 1 1S 0z £5% 0:9'18¥ 858 £0Z'660' 1
% L6 | S00'LES T L B0LE cle'ars'Ze L 91801’ L
ey 2ae U] @m:@ﬁ_:w =y @QG;@:_{ siejeq sSway
HED | 0iT'816'es £5°19% | ETE'95F BekE TIB'REE'L
A, 0% iAIdE 0% 0
A, 0% iAIdE 08 0
A, 0% iAIdE 08 0
iiAIgE 0% iAldE  , OF 0
iiAIgE 0% iAldE  ,OF 0
A, 0% iAIdE 0% 0
Wkl | 96a'3zs" 1% 955 JB0' 215928 TI8'sse'
%04 | (TPt 20°99% GEE'S0L'EEE 857 G0 |
%l L 65555 15 a0 09% trt'o0F 098 9:2'2ec' L
%L | Sea'za L 1b 66 #5E 00Z'656'2LE LFB9EE' L
%L0T SRR IS = 299'78¢" 198 9F5'SEL L
HE0T LbF'860'TE STELE 9:5'c20'v0 LS EE9TIE L
ey 2A22 43 asuaidi] 1@ abelany seoeq S

SUPUAL], Py WIPAL])

AANSVAYL AHL A0 INAIWNLYVdAd

010 “TT 129030

800c

80-2a]
20-A0K
200
g0-tasg
go-fny
a0-[rr
a0-unp
B0-AEp
20-ddy
20-4Ek
a0-4=4
20-uer

6002

G022
BO-AON
G080
gO-tas
s0-Any
go-r
go-une
BO-AE
gO-dcky
BO-4=1
B0-9=4
GO-uer

L1114

0k-22Q
0 k-A0p
0110
0l-dag
0By
okinp

0 k-unp
0 L-Aep
0 k-ddy
RET
0k-924
0k-uer




